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1968 saw the beginning of a dramatic and exciting era for 
Capital Building Industries Limited. The results of your Board 
of Directors’ policy to be expansion and profit oriented, coupled 
with management’s commitment to carry out this policy are 
evident in almost every segment of our Annual Report. 

Sales and profit projections were either attained or exceeded in 
almost every area of operations. The final results of the year’s 
activities are clearly shown in the statement of earnings and 
more particularly the Company’s balance sheet. 

Each day brought a new and exciting challenge that afforded 
many opportunities, only a few results of which are evident at 
this time. 

The following highlights of your Company’s activities during 
the past twelve months indicates the growth and profitability 
not only for the past year, but also for the future. 


EARNINGS 


Consolidated net earnings for 1968 were $807,971 after appli- 
cable taxes, which is the equivalent of 24¢ per common share 
based on the average shares outstanding during the year. This 
compared with restated 1967 consolidated net earnings of 
$162,832 or 6¢ a common share on the average shares out- 
standing. The financial statements for 1967 have been restated, 
reflecting the acquisition of Frontier Acceptance Corporation 
Limited which was acquired during 1968 on a pooling-of- 
interest basis. Also the 1967 financial statements have been 
restated to reflect the issuance of 1,000,000 common shares 
which were issued on March 29, 1968 to purchase all of the 
outstanding shares of Meteor Securities Limited as of October 
Shij, USS7- 


FINANCIAL POSITION 


In our 1967 Annual Report, shareholders’ equity was shown 
as $1,319,805. As of December 31, 1968 total shareholders’ 
equity was $6,125,444. This is a very dramatic increase and is 
indicative of management's dedication to the improvement of 
the Company's financial position and at the same time to pro- 
duce increasing earnings. These increases came about through 


the acquisition of Meteor Securities Limited for common 
shares, the acquisition of Frontier Acceptance Corporation 
Limited for common shares, the conversion into common 
shares of most of the 614% Convertible Sinking Fund Deben- 
tures, Series A, and the conversion into common shares of the 
712% Convertible Subordinated Debentures which were issued 
for cash during the year. 

Besides adding to the equity of the Company, the conversion of 
debentures eliminated most of the Company’s long-term in- 
debtedness except for normal mortgages and notes payable, 
and the secured income debentures. Subject to shareholders’ 
approval, the holders of the secured income debentures have 
agreed to exchange them for $600,000 par value of preference 
shares with an annual dividend rate of 6%, with the balance 
of the outstanding debentures being redeemed for cash. In 
February 1969, as part of the purchase price for Middlesex 
Creamery Limited and Middlesex Reddies Limited, the Com- 
pany issued unsecured convertible income debentures bearing 
an annual interest rate of 512%. Subject to shareholders’ ap- 
proval, the holders of these debentures have agreed to ex- 
change them for convertible preference shares with an annual 
dividend rate of 514%. These two transactions will add an 
additional $1,600,000 to our shareholders’ equity, will elimi- 
nate all debenture liability, and will eliminate the security pro- 
visions now attaching to the secured income debentures. 

The decrease in. working capital during the year of $944,592 
was brought about primarily by the acquisition of fixed assets 
relating to our expansion program. With the substantially in- 
creased equity in the Company (almost $8,000,000 after the 
transactions referred to in the preceding paragraph) we are 
in a much better position to finance this growth through the 
use of longer term funds, and we believe the decrease in work- 
ing capital to be of a temporary nature. 

The Company is in a very sound financial position and the 
necessary funds are available to complete our 1969 expansion 
program. 


PRESIDENT’S REPORT TO SHAREHOLDERS 


ACQUISITIONS 


METEOR SECURITIES LIMITED 

As was reported to you last year, the Company acquired all of 
the outstanding shares of Meteor Securities Limited as of 
October 31, 1967 for 1,000,000 shares of common stock. This 
acquisition was finalized on March 29, 1968. The Meteor 
acquisition brought to us certain commercial land and buildings 
along with the Red Barn franchise for Canada and Australia 
and helped to lay the groundwork for our divisionalized organi- 
zation and operating efficiencies. 


FRONTIER ACCEPTANCE CORPORATION LIMITED 

On June 15, 1968 your Company made an offer to the share- 
holders of Frontier Acceptance Corporation Limited to acquire 
all of the outstanding preference and common shares of Frontier 
in exchange for common stock and common stock purchase 
warrants of Capital Building Industries Limited. The results of 
the offer were successful with almost all of the Frontier shares 
being tendered for exchange. 


J-L VITAMINS AND COSMETICS LIMITED 
As of July 20, 1968 we acquired all of the outstanding shares 
of J-L Vitamins and Cosmetics Limited for cash. 

The acquisition of J-L adds immediate earnings and also pro- 
vides a vehicle for the expansion of this type of retail and 
wholesale operation. 


MIDDLESEX CREAMERY LIMITED — 

MIDDLESEX REDDIES LIMITED 

In January 1969 we executed an agreement to acquire all of the 
outstanding shares of the above companies for cash and 
unsecured convertible income debentures, with the acquisition 
being finalized on February 21, 1969. The operations of these 
companies have not been included in Capital’s 1968 financial 
statement, but we believe will add significantly to 1969 
earnings. 

With the current publicity concerning the types of securities 
sometimes being issued by companies as they acquire addi- 
tional companies, it is important to point out here that your 
Company’s acquisitions have been carried out on a solid and 
profitable basis with our capital structure remaining simple 
and straightforward. Each acquisition has brought to the group 
something more than just purchased earnings, and we believe 
each to have a good potential for future internal growth as part 
of the Capital group of companies. This sound acquisition 
program will continue to be the policy of your Company. 


OPERATIONS 


CONSTRUCTION DIVISION 

The economic factors that had an adverse effect on the house 
building industry in 1967 did not substantially change during 
1968. Interest rates remained exceptionally high and necessary 
mortgage funds were difficult to secure in certain areas. 

In keeping with our previous policy of controlled costing and 
building semi-custom units for the middle and higher income 
markets, this division was able to exceed its profit projections. 
The demand for semi-custom houses continues to be sub- 
stantial and we are planning to complete in excess of 100 single 
family dwellings during 1969. 

Opportunities in the construction of multiple-family dwellings 
continue to be strong and the Company plans to become more 
active in this field. 

The Construction Division contributed substantially to the over- 
all corporate profits in 1968 and we have forecast an increase 
of profits in this division by 20% in 1969. 


BUSINESS DEVELOPMENT DIVISION 

This was a very profitable division for the Company in 1968. 
We continued our policy of disposing of non-revenue-producing 
land and in particular lands that are not planned for develop- 
ment in the foreseeable future. This philosophy will continue 
in 1969. 

At the beginning of the year, land inventories were $746,000 
and we sold $328,000, thus reducing the inventory to 
$418,000. 


Construction of a major eight-storey office building is underway 
in downtown London. Completion is expected in the fall of 1969. 
The Ontario Housing contract which was awarded to the Com- 
pany has been shelved at this point due to the inability of 
certain Municipal and Provincial authorities to be able to agree 
on the site-servicing problems. 

It is management’s plan to greatly increase all areas of this 
Division’s activity during the latter part of 1969. 

The Business Development Division contributed substantially 
to the Company’s earnings in 1968 and we look forward to 
even greater profit from this Division in 1969. 

RED BARN DIVISION 

Sales for 1968 exceeded all expectations showing an increase 
of 16.1% over 1967 using the identical store locations as a 
comparison. Sales of new stores opened are exceeding pro- 
jections making the overall sales picture most gratifying. 

Our 1968 expansion program of 11 units is now completed 
making a total of 22 units in operation. The 1969 program of 
20 additional units for Ontario alone is well underway with 
six units under construction. 

Sites for 1969 will be finalized by mid-year allowing our real 
estate staff to begin work on the 1970 expansion program. 

An area franchise agreement has been consummated for the 
Atlantic Provinces and there will be at least three Red Barns 
in operation in this market by year end. 

Red Barn profits in 1968 were well above projection and 1969 
projections indicate that these profits should at least quadruple. 
MANUFACTURING DIVISION ; 
Sales for 1968 were $445,000, well below expectations prin- 
cipally due to the entry into the market of a major competitor 
and our own policy of only bidding for work which could be 
completed on a profitable basis. The competitor has now left 
the market and production to date plus orders on hand for 1969 
already amount to $510,000. 


Our total projections of sales of $800,000 in 1969 willL-be— 


reached. 

FRONTIER ACCEPTANCE CORPORATION LIMITED 

The acquisition of Frontier Acceptance Corporation Limited was 
completed in July 1968. This acquisition was accounted for on 
a pooling-of-interest basis with Frontier’s earnings for all of 
1968, which amounted to $277,618 before tax, being included 
in the Consolidated Statement of Earnings with a corresponding 
restatement of 1967's earnings. 

Frontier has been in the process of reassessing the various 
types of financing in which it is engaged with a view to maxi- 
mizing its profits consistent with reasonable risk. The branch 
in the Mairtimes has been closed with only one representative 
now being maintained there to service existing accounts. The 
head office of Frontier Acceptance Corporation Limited has 
been located in Metropolitan Toronto, but will be moved to 
London with some of the operations, such as accounting, being 
integrated with our head office staff. 

As a result of these various changes, we are expecting approxi- 
mately a 15% increase in Frontier’s earnings in 1969 and an 
even greater increase if Frontier is successful in acquiring 
additional funds for future growth. 

J-L VITAMINS AND COSMETICS LIMITED 

Total retail and wholesale sales volume for this division for the 
full year of 1968 was approximately $2,500,000. The Con- 
solidated Statement of Earnings includes the earnings only 
since July 20, 1968, the effective date of the acquisition of 
the Company. 

At the time J-L Vitamins and Cosmetics Limited was acquired, 
it had nine retail outlets in Southwestern Ontario. A new 
21,000 sq. ft. warehouse has been opened and expansion plans 
for new retail stores in 1969 are on schedule. The plan calls for 
a total of 20 new outlets consisting of company owned stores, 
franchised stores and associate stores. We believe that 1969 
will see sales volume of this division almost double that of 1968. 
MIDDLESEX CREAMERY LIMITED — 

MIDDLESEX REDDIES LIMITED 

The acquisition of the Middlesex companies was completed 
after the end of our 1968 year. The companies have been 


profitable and we expect a substantial earnings increase in 
this division in 1969. 1968 sales for both companies were 
$10,000,000 and 1969 sales are reasonably projected at 
$12,000,000. Our projections at this time indicate that the 
after-tax earnings of these companies will add approximately 
5 cents a share to the net earnings of Capital Building Indus- 
tries Limited in 1969. 


INTERNATIONAL OPERATIONS 


On January 13, 1969 we concluded an agreement with Spot- 
less Limited, an Australian public company, to purchase a 26% 
stock interest in Spotless Limited and to licence Spotless 
Limited to develop Red Barn family restaurants throughout 
Australia. 

Spotless Limited is a 20 year old company with a history of 
successful operations in the retail dry cleaning and laundry 
business in Melbourne and Sydney, Australia and has had 
wide experience in running a large multi-branch operation. The 
management of Spotless Limited is well equipped to handle the 
Australian market and we are looking forward to a very profit- 
able association with them in the future, which could also in- 
clude an Australian development of certain of the other areas 
in which we are now or may be operating. 

We are researching the feasibility of introducing Reddies pre- 
portioned butter into the United Kingdom and Europe and it is 
anticipated that we will have operations going in one or both 
of these areas by the end of 1969. 


CHANGE OF NAME 


The name Capital Building Industries Limited, in the view of ' 
your Board of Directors, is no longer descriptive of the business 
of the Company in that only 20% of the Company’s activities 
now centre around the real estate and construction fields. 

For this reason, we are asking you as shareholders, to endorse 
the change of name of the Company to Capital Diversified 
Industries Limited. 


OUTLOOK Ss 
As evidenced by 1968 earnings, the overall operations sub- 
stantially exceeded our 1968 projections. The Company's first 
quarter earnings for 1969 will be reported during the latter part 
of April. Many of the divisions are engaged in seasonal activi- 
ties such as housing, commercial development, Red Barn, 
manufacturing, etc. Because of the seasonal factor, our con- 
solidated profitability in each quarter will vary from quarter to 
quarter. While earnings for the first quarter will be dramatically 
ahead of the comparable quarter in 1968, they are in no way 
indicative of our anticipated profits for the total year 1969. 
The Board has adopted a policy of even greater internal growth 
in 1969 and continued expansion by way of profitable acquisi- 
tions, provided, of course, they have substantial growth 
potential. 

For expansion, the economic scene as related to Capital’s 
various fields of endeavour is most encouraging. Our financial 
position is such that the Company is adequately financed to 
carry out our present and future expansion plans. 

Our management team has improved greatly not only in depth, 
but also in its knowledge and operating skills. The first quarter 
results are on target and substantiate our enthusiasm as we 
look forward with every confidence to a better year in 1969. 
The results of 1968 would not have been possible without the 
assistance and guidance of all members of the Board of Direc- 
tors, and on behalf of all shareholders, | would like to express 
to them a most sincere expression of thanks and appreciation 
for their continued and enduring efforts. ; 

| would be most remiss if | did not bring to your attention the 
efforts of our management team and staff. Many changes were 
effected during 1968 and without exception, everyone accepted 
the challenge and brought forth the results contained in this 
Annual Report. Again, on your behalf, | would like to thank 
them most sincerely for a job well done. 


L & 


President 


This division is engaged in the building of semi- | 
custom homes priced in approximately the $27,000 | 
to $45,000 bracket. 


Most Capital Quality Homes are pre-sold before they 
are built. The operation is profitable because a pre- 
costing standard is used for each home built. Employ- 
ment of a sophisticated accounting system allows | 
Capital to maintain tight inventory control, helping 
| to keep expenses to a minimum. 


The demand for homes in Windsor and surrounding __ | 
areas continues to be strong and no problems are 
foreseen in meeting the projection of approximately 
100 homes to be built in 1969. 
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A typical Capital Quality Home is shown 
above. By offering the purchaser a wide 
assortment of exterior and interior style 
choices, Capital is able to customize 
several basic designs to suit individual 
taste in layout and decor. 


| This division is active in all areas of commercial 

| real estate. Operations include the buying and sell- 

| ing of land, as well as development of raw land | 
acreage for residential or commercial use. 


| Capital owns major parcels of land in Montreal, 
| Ottawa, London, Windsor and _ several smaller 
Ontario centres. Some properties are being held for 
| future development and others are being sold as and 
| when profitable opportunities arise. 


This division will continue to acquire and develop 

prime commercial and residential real estate, both 

Cc NEVEIOPMENT for the Company’s building program and for resale 
econ os Ge a eee | ona profitable short-term basis. It will also continue 


to participate in government projects when available. 


Second phase of the townhouse development in Amherstburg 
(near Windsor) is now being completed. This 52 unit housing 
project resulted from an acute need for rental housing in the 
Windsor area. The relaxed suburban atmosphere has had great 
appeal. 


Construction of this 8-storey office building in downtown Lon- 
don, Ontario is now in progress and completion date is set for 
the fall of 1969. Major occupant of this ultra-modern structure 
will be I.B.M., who will make it their Western Ontario head- 
quarters. 


MANUFACTURING DIVISION 


ESSEX CABINET MAKERS 
(ONTARIO) LIMITED — OTTAWA 


This division employs approximately 35 work- 
men producing architecturally designed cabi- 
nets and millwork for schools, hospitals and 
commercial buildings. The millwork shop is 


equipped with modern machinery, capable of 
manufacturing fine custom work. 


The plant, which was enlarged to approximately 
20,000 sq. ft. of floor space in 1967, services 
custom work orders obtained mostly from 
Northern and Eastern Ontario. 


Above is a custom storage unit designed and built for a 
secondary school in Ottawa. 

Left, a skilled craftsman at Essex checks operation of 
cabinet doors. 


Below left, fruit and vegetable display bins constructed 
for a major supermarket. 

Below right, modular parts storage racks are a recent 
addition to the Essex line of custom millwork. 
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FRONTIER ACCEPTANCE DIVISION 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
was acquired during 1968 for an exchange of shares. 
FRONTIER was organized in 1958 and operated as an 
independent finance company throughout Eastern 
Canada with its head office in Toronto. It was a pub- 
licly owned company with its shares listed on the 
Toronto Stock Exchange. 


In its early years FRONTIER concentrated on financing 
home improvements. In recent years its major efforts 
have been aimed at financing mobile homes. Along with 
emphasis on mobile homes FRONTIER also makes per- 
sonal loans and commercial loans. 


At December 31, 1968 the details of FRONTIER’s re- 
ceivables were as follows: 


Retail: 
MODINE NOMES ture eae ys $ 9,036,157 
Other consumer retail instalment 263,961 
Direct consumer cash loans ... 1,157,653 
CommercialiOansS #1... 2 oe 1,964,167 
$12,421,938 
WMMROLESAIGmees neees css fete Sos 749,888 
$13,171,826 


CONDENSED BALANCE SHEET 
DECEMBER 31 


1968 1967 

ASSETS 
(CAI Sha ac eys ee $ 63,176 $ UAW £37283 
Notes receivable, net of 

unearned finance charges 

and allowance for 

DOSSIDIGRIOSSCSme ene 10,681,000 10,723,090 
Other assets and deferred 

ChaliGeSmreat . steric v5 A198 183,982 

$10,919,374 $11,034,895 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Short-term notes payable to 


banks — secured ......... $ 5,990,000 $ 6,082,209 
Accounts payable, accrued 
liabilities, income taxes 
and dealers’ credit balances 594,332 545,735 
Capital funds: 
Long-term subordinated debt $ 2,733,500 SS ATK AO 
Shareholders’ equity: 
Preference shares ...... $ 384,250 $ 384,250 
Commoneshates 5.05... 575,463 512,963 
Retained earnings ...... 641,829 531,488 
TOTAL SHAREHOLDERS‘ 
SOLU IN (2 aoa ee sot eee eee $ 1,601,542 $ 1,428,701 
MOAN CAPITAL FUNDS 3... S$ 4,335,042 $ 4,406,951 


$10,919,374 


$11,034,895 


Less: 
Unearned finance charges $° 273559,730 
Allowance for possible losses . . 135,096 
$ 2,490,826 
NOTES RECEIVABLE — NET .... $10,681,000 


Since 1965 the money markets have tightened consider- 
ably and money costs have increased substantially. 
Despite this, FRONTIER has had a consistent record of 
profitable operations throughout its history. Its basic 
operating philosophy has been to run an efficient oper- 
ation and concentrate in areas of financing not yet fully 
exploited by banks and other finance companies. 


As a member of the Capital group of companies it is 
anticipated that FRONTIER will continue to operate in 
broad areas of consumer and commercial financing, 
along with the aim of obtaining additional funds for 
growth. In addition it will function as a financial sub- 
sidiary available to provide financial assistance and 
expertise to Capital’s other subsidiaries and their cus- 
tomers in those cases where they need financial services 
normally provided by a finance company. FRONTIER 
funds will not be used to finance acquisitions, or to 
finance growth in the other divisions where receivables 
would not be compatible with FRONTIER’s normal 
operations. 


CONDENSED STATEMENT OF NET EARNINGS 


YEAR ENDED DECEMBER 31 


1968 1967 
Finance charges, interest and 
feesveanned. . ya. cues ata e $1,462,496 Sih ooOrZzo0 
Deduct: 
Salaries and wages ....... S qa sks $ 164,150 
Other general and 
administrative expenses . 231,047 inst pcrcts) 
Provision for possible losses 97,390 80,084 
Cost of borrowings, 
principally interest ..... 705,052 616,174 
$1,184,878 $1,043,741 
EARNINGS BEFORE TAXES 
OND UNICOMME ocs.c00 508600 S ZV S295, 539 
haxessOnminGCOmeun ern ere 142,300 146,500 
NEMEARINING Ss eee ely esse) $ 149,039 
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RED BARN SYSTEM 
(CANADA) LIMITED 


Through its subsidiary Red Barn 
System (Canada) Limited, Capital 
has exclusive franchise rights in 
Canada and Australia for the RED 
BARN chain of fast-service family 
restaurants. 

The fast food industry is relatively 
new in the Canadian market and, 
based on experience in the U.S. 
market, it is anticipated that the 
growth rate will accelerate over the 
next several years. 


Red Barn System (Canada) Limited 
GROWTH PROJECTION 
1967 1968 1969 1970 


Ontario ial De. 42 64 
Other 

Provinces — = 15 20 
Total 119) 22 57 84 


The Red Barn division will con- 
tinue to control all franchises in 
Ontario on a direct franchise basis 
and is arranging for area franchise 
Operations in the rest of Canada. 
The Company will have a minimum 
of 25% interest in these area fran- 
chises and the right to purchase the 
remaining shares on an earnings 
formula basis in future years. 


Atlantic Provinces Agreement with an area fran- 


chisee in the Atlantic provinces has been announced. 
Ten Red Barn units are scheduled for opening by the 
end of 1971. 


Quebec Discussions are now being held with inter- 
ested parties for the formation of a company to pur- 
chase the area franchise for the province of Quebec. 
Projections indicate that 30 Red Barn units will be 
opened in Quebec province in the next five years. 


Northern Ontario and Manitoba Details will be 
finalized this year to grant an area franchise, and it is 
expected that ten units will be opened over the next 
three years. 


British Columbia, Alberta & Saskatchewan  Ar- 
rangements are being made to extend the area fran- 
chise system to the Western provinces, although the 
exact geographical areas have not been firmly estab- 
lished. Thirty units are expected to be built over the 
next five years. 


Red Barn restaurants cater to the family trade. Year 
round air-conditioning, seating for 32, fast counter 
service and food preparation of the highest standard in 
quality and cleanliness, are all factors which build a 
high volume of business. 


CAPITAL BUILDING INDUSTRIES LIMITED has en- 
tered into an agreement with SPOTLESS LIMITED (of 
Australia) to open a chain of Red Barn fast food family 
restaurants in Australia. Under this agreement, Capital 
will own a 26% equity interest in Spotless, with the 
ownership investment to be made progressively, as 
Red Barn restaurants are opened. 


Spotless Limited has been in business over 20 years 
and is a well established Australian company, listed on 
the Melbourne Stock Exchange. Spotless, which oper- 
ates a laundry and dry cleaning business with over 750 
retail outlets in Melbourne and Sydney, Australia, al- 
ready has management experience in the fast food 
industry through a subsidiary company. This manage- 
ment group will receive 
assistance in the various 
phases of Red Barn oper- 
ations from Capital's 
wholly owned subsidiary, 
Red Barn System (Can- 
ada) Limited. 


It is planned that con- 
struction of the first Aus- 
tralian Red Barn units 
will begin immediately 
and that 80 Red Barn 
family restaurants will be 
opened in Australia with- 
in five years. 


J-L VITAMINS & COSMETICS DIVISION 


J-L VITAMINS & COSMETICS 
LIMITED was acquired by Capital in 
July, 1968. The company operates a chain 
of health and beauty aid stores as well as 
a wholesale organization, with 1968 sales 
of $2,500,000. Projections for 1969 show 
an increase to $4,500,000 in annual sales. 
In addition to increasing the number of 
company-owned stores, the company will 
be developing its franchise system in the 
retail field in the immediate future. By 
leasing store-front locations in downtown 
areas of Ontario cities and towns, J-L 
plans to open 20 company-controlled units 
in 1969. 


Typical J-L stores are located in down- 
town locations with a high pedestrian 
traffic pattern. They usually occupy 1400 
to 1800 sq. ft. of floor space and are 
leased on a long term basis. The product 
range offered in the stores includes propri- 
etary medicines, cosmetics, toiletries, 
cigarettes, cameras and films and a variety 
of other sundry items. Certain popular 
packaged foods are also stocked. 


To offer a wide variety of brand-name 
products at lowest possible prices, it is 
necessary to limit the lines carried to 
those items that move in volume. The 
volume flow is the main factor in produc- 
ing the lowest and most competitive prices 
at the retail level. 
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A central buying office is located in the 
new 21,000 sq. ft. warehouse facility, 
ideally situated in the new Westminster 
Industrial Park adjacent to the Macdonald- 
Cartier Freeway (Highway 401) in Lon- 
don. J-L’s own delivery trucks supply the 
company-owned stores and _ associate 
stores. In addition, over 40 wholesale ac- 
counts are supplied from the central ware- 
house. The wholesale business has grown 
with the co-operation of major national 
brand manufacturers, who rely on J-L to 
distribute products to small merchants. 


The broad acceptance of J-L stores may be 
traced to the convenient downtown loca- 
tions at which most popular brand-name 
products are available. All stores are 
brightly lit, colourful, clean and designed 
for quick service. All merchandise is with- 
in easy reach, and placed so as to take 
advantage of customer impulse buying. 
Research indicates that this type of retail 
outlet appeals to people in all income 
brackets. 


Middlesex Reddies Limited 


This division became part of Capital 
Building Industries Limited early in 1969. 
The acquisition consists of Middlesex 
Creamery Limited, which processes but- 
ter and eggs, and Middlesex Reddies 
Limited which produces a portion-con- 
trolled butter or margarine product known 
as “‘Reddies”’. 

The Creamery commenced operation in 
1937, and today is the largest Canadian 
company of its kind. In 1968, over 814 
million pounds of print butter were 
shipped. The processing of eggs on a 
mass scale has paralleled the growth in 
the butter division of Middlesex Cream- 
ery. The output of eggs from the Middle- 
sex plant amounted to about 414 million 
dozen in 1968. A large clientele has 
been developed, with both butter and 
eggs being custom packed for major 
supermarkets and dairies. 

The Reddies operation was_ started 
in 1962, when Middlesex obtained a 
licence to process ‘“Reddies’’ under an 
agreement with the developer of a revo- 
lutionary new machine, which mass 
produces a portion-controlled butter pat- 
tie. The finished ‘‘Reddies”’ are produced 
in many different ‘“Reddies Hats’’ and 
packed in custom designed boxes for 
delivery to wholesale customers across 
Canada. Sales of Reddies have been 
growing rapidly and the volume of butter 
and margarine, in the form Reddies, 
shipped in 1968, amounted to over 2 
million pounds. 

Some of Canada’s largest wholesale 
food suppliers, major frozen food dis- 
tributors and dairies make up the type 
of customers now being supplied by 
Middlesex Reddies Division. 


On the opposite page, a close-up view of the 
Reddies machine in operation. Middlesex has 
three such machines, each producing 1,200 
portion-controlled patties per minute. To 
handle the steadily increasing demand for 
Reddies a fourth machine is being added. The 
plant production is presently 10,000 pounds 
a day. The Reddies production unit may also 
be adjusted to produce salt-free butter patties 
and other pre-portioned convenience items. 


Above, the introduction of automatic machin- 
ery has greatly increased the output of pound 
butter, known as ‘’Print Butter’’ in the trade. 
The CONTIMALAX machine is the most ad- 
vanced equipment known in the industry 
today. It mixes the butter to a regulated con- 
sistency, adjusts the proper moisture and salt 
content, shapes the butter, weighs the unit 
and wraps the finished print butter product in 
a custom printed label. It then packs the but- 
ter in protective containers for shipment to 
major supermarkets and dairies. 


Shown at right is part of the fleet of ten 
trucks and refrigerated vans used to deliver 
products of Middlesex Reddies Limited and 
Middlesex Creamery Limited to most major 
centres in Southwestern Ontario. 
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CAPITAL BUILDING INDUSTRIES LIMITED 


(INCORPORATED UNDER THE LAWS OF ONTARIO) 


CONSOLIDATED BALANCE SHEET 


AS AT DECEMBER 31, 1968 


ASSETS 


CURRENT ASSETS: 
Accounts. receivable”... 2.25). a> meee ee 
Mortgage draws receivable”. 2 25, =e hee ee 
Current portion of mortgages and notes receivable . . 


Inventories — at the lower of cost and net 
realizable value: 


Real estate 2.33 643554466 be eee 


Land and improvements not yet utilized 
IN CONSthUCTION== \<.,..0s ase eee ae oe ee eee 


Millwork*materialssa. 2.5 seer ee 
Retail and wholesale 
merchandise: 4242 4). 35.25 2 eee 


INVESTMENTS: 
Commercial ‘real estate: 452... | oe ee 
Mortgages and notes receivable — non-current portion 
Equity in and advances to affiliated companies ..... 


Investment in unconsolidated finance subsidiary 
— at equity in net assets (Note 1) ............. 


FIXED ASSETS (Note 2): 


Land, buildings, equipment and leasehold 
improvements — at Costin... 2550 7 eee eee 


Less accumulated depreciation and amortization . 


OTHER ASSETS: 


Organization, financing expenses and deferred 
charges, less accumulated amortization ........ 


Excess of cost of shares of subsidiaries 
over equity acquired therein ................. 


TOTAL (ASSETS 20 tcucs 25g3 vaste, celine it etree aoe eee 


Approved on Behalf of the Board 


J.W.ADAMS, F.C.A., Director 


1968 


Sey Ce ZS 
134,936 
292,186 


552,092 


b22,0256 
75,774 


761,884 
TIZ07, 


Su2e) hoes 


$ 2,463,783 
1;0827597, 
201,296 


1; 567542 


90s Seals 


Paes) .©) (Ite: 
248,928 


$2,079;990 


$ 98,427 


1,374,659 


$ 1,473,086 
$11,642,217 


1967 
(Notes 1 and 5) 
$ 274,882 
177,296 
224,067 


582,145 


1,249,312 
69,055 


80,879 
$2,657,638 


$2,002,208 
371,932 
161,978 


1,421,839 
$3,957 957 


$ 749,486 — 
192,422 


$ 557,064 


§ 127,745 


960,437 
$1,088,182 


$8,260,841 


C.W.LEONARDI, F.C.A., Director 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT LIABILITIES: 


Bank indebtedness — secured .............-.--- 
Accounts payable and accrued liabilities .......... 
INEOIMONCAXeS Pa VaDIOmares he eyelet le ene w gcs cde a tele % 
Current portion of long-term debt ............... 


LONG-TERM DEBT —NON-CURRENT PORTION: 


Mortgages and notes payable (Note 2) ........... 


614% Convertible Sinking Fund Debentures — 


ELC SHG UC SEO ila ae sco hens ole ees) 6 Po ahielcens Jeb ane 
Secured income debentures — due 1978 (Note 3) ... 


SHAREHOLDERS’ EQUITY: 


CAPITAL STOCK (Notes 4 and 8): 
Authorized 
5,000,000 shares without par value 


Issued and Fully Paid 
3,923,040 shares 


Retained earnings (deficit) 


TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY . 


@, 4B) 6) O10) (Ores ¢) €. 0) 6. (6 0; 0) 0) (0; ¢: ‘or 'e 


1968 


Siily3 12,000 
983,476 
89,387 
239,160 


$ 2,624,553 


$52,097,309 


794,911 


> 2,892,220 


$ 5,964,893 


160,551 


$ 6,125,444 
$11,642,217 


( 


1967 


$ 429,455 
489 899 
30,136 
614,186 


$1,563,676 


$1,467,207 


900,000 
838,314 


33,205,021 


$4,034,405 


542,761) 


$3,491,644 
$8,260,841 
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CONSOLIDATED STATEMENT 
OF EARNINGS 


FOR THE YEAR ENDED DECEMBER 31, 1968 


SALES AND OTHER REVENUES 


COSTS AND EXPENSES: 


Cost of sales 

Selling, general and administrative expenses 
Interest on long-term debt 

Depreciation and amortization 


Add earnings of unconsolidated finance 
subsidiary, before income taxes 


Earnings before income taxes 


Provision for income taxes (Note 6) 


NET EARNINGS FOR THE YEAR 


Earnings per common share on average shares outstanding 


CONSOLIDATED STATEMENT OF 


RETAINED EARNINGS 
FOR THE YEAR ENDED DECEMBER 31, 1968 


Balance beginning of year (deficit): 
As previously reported 


Retained earnings of unconsolidated 
finance subsidiary 


Add net earnings for the year 


Deduct: 


Preference dividends of unconsolidated 
finance subsidiary 


Income tax assessments pertaining to prior years . 
Prior years’ adjustments 
Costs of acquiring unconsolidated finance subsidiary 


Balance end of year (deficit) 


1968 


$6,382,735 


$4,306,300 
1,076,054 
221,042 
63,432 
$5,666,828 
Sa 715,907 


2101S 
993,525 


185,554 
SO7EO7a 


($1,074,249) 


531,488 


542,761) 


807,97 Mi 


265,210 


TerGn 
2,440) 

51,349 

41,789 


104,659 
160,551 


1967 


(Notes Tand 5) _ 


$5,290,007 | 


606,258 _ 
93,682 
26,903 

$6,016,850 


8 418708" 


295.539 
309,332 
146,500 
162,832 


1967 
(Notes 1 and 5) . 


($1,019,320) 


407,426 


($ 611,894) _ 
<7) 162,832, ° 


449,062) 


24,977 
7.897.- 
60,825 


— 


93,699 _ 
642,761). 


CONSOLIDATED STATEMENT OF 


SOURCE AND USE OF FUNDS 


FOR THE YEAR ENDED DECEMBER 31, 1968 


SOURCE OF FUNDS 


Net earnings for the year...... $ 807,971 
Add charges not requiring 
cash outlay — depreciation 
Anclamorcization....... 2465... 63,432 


$ 871,403 


Less net earnings of 
unconsolidated finance 


SULSICMALVRawe eee rete ent 1357613 


Total funds provided 
TFOMMpeatMINGS 2.5 so. . soe $ 736,085 


Proceeds from issuance of 


EAD ItaleStOCK istiystt oie he se 1,930,488 
Reduction of deferred charges . . 29,318 
Dividends from unconsolidated 

finance subsidiary ........ 11,016 
Increase in mortgages and 

mOteSspaVablewe.s... css «tt oe 630,102 

$3,337,009 
Decrease in working capital 944,592 
$4,281,601 


AUDITORS’ REPORT 
TO THE SHAREHOLDERS 


We have examined the consolidated balance 
sheet of Capital Building Industries Limited and 
its subsidiaries as at December 31, 1968 and 
the consolidated statements of earnings, re- 
tained earnings and source and use of funds for 
the year then ended. Our examination of the 
financial statements of Capital Building Indus- 
tries Limited and the subsidiaries of which we 
are the auditors included a general review of 
the accounting procedures and such tests of 
accounting records and other supporting evi- 
dence as we considered necessary in the cir- 
cumstances. We have relied on the report of the 
auditors who examined the financial statements 
of the subsidiary of which we were not the 
auditors. 


USE OF FUNDS 
Acquisition of fixed assets (Net) $1,586,358 


Increase in investments: 


Commercial real estate .... 461,575 
Mortgages and notes 
receivablevtes <.. .. sae 710,665 
Affiliated companies ....... 39,318 
Unconsolidated finance 
SUDSICIAny Nearest ene es 35,362 


Reduction of long-term debt: 
614% Convertible Sinking 
Fund Debentures — 
SOViCS. Aw east. ss 900,000 


Secured income debentures . 43,403 


Excess of cost of shares 
of subsidiaries over equity 


acquired therein .......... 414,222 

Prior years’ adjustments to 
retained earnings ......... 90,698 
$4,281,601 


ne eS 
ee ee ne a eee 


In our opinion these consolidated financial 
statements present fairly, on a consolidated 
basis, the financial position of the Companies 
as at December 31, 1968 and the results of 
their operations and the source and use of their 
funds for the year then ended, in accordance 
with generally accepted accounting principles 
applied on a basis consistent with that of the 
preceding year. 


London, Canada 
March 7, 1969 


McDONALD, CURRIE & CO. 


Chartered Accountants 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


DECEMBER 31, 1968 


NOTE 1: PRINCIPLES OF CONSOLIDATION 
AND ACQUISITIONS 


The accompanying financial statements include the 
accounts of the Company and its subsidiaries on a con- 
solidated basis except. for Frontier Acceptance Corpora- 
tion Limited which is carried as an investment at the 
equity in the net assets of Frontier Acceptance Corpora- 
tion Limited. 


During 1968, the Company acquired substantially all of 
the outstanding preference and common shares of 
Frontier Acceptance Corporation Limited for 608,720 
common shares of the Company and warrants to pur- 
chase an additional 235,604 of the Company’s common 
shares at a price of $3.00 a share until July 16, 1973. 
After the expiration of the exchange offer additional 
preference and common shares of Frontier Acceptance 
Corporation Limited were acquired for cash in the open 
market. 


As at December 31, 1968 there was a minority interest 
of 1,360 preference shares of Frontier Acceptance Cor- 
poration Limited ($34,000) which amount has been 
deducted from the total investment in the unconsolidated 
finance subsidiary. The minority interest of 324 common 
shares of Frontier Acceptance Corporation Limited 
($1,986 — which includes minority interest earnings for 
the year of $220) is not shown separately, as it has been 
considered to be insignificant. 


The acquisition of Frontier Acceptance Corporation 
Limited has been accounted for on a pooling-of-interest 
basis and accordingly the earnings of Frontier Accept- 
ance Corporation Limited for the full year 1968 have 
been included in the Consolidated Statement of Earnings. 
The statements for 1967 have been correspondingly 
restated for comparative purposes. 


As of July 20, 1968 the Company acquired all of the 
outstanding common shares of J-L Vitamins and Cos- 
metics Limited for cash. The earnings of J-L Vitamins 
and Cosmetics Limited since the date of acquisition have 
been included in the Consolidated Statement of Earnings. 


As of September 1, 1968 the Company acquired for cash 
all of the outstanding common shares of Frankfair 
Drive-In Restaurants Limited which company operates 
one Red Barn restaurant. The earnings of Frankfair 
Drive-In Restaurants Limited since the date of acquisi- 
tion have been included in the Consolidated Statement 
of Earnings. 


NOTE Z2SEIXEDSASSETS 


Details of fixed assets are as follows: 


1968 1967 


S799 1,563 1237975 
Buildings 835,970 364,267 
Equipment 438,215 216,873 
Leasehold improvements. 63,170 44,371 
$2,328,918 749,486 
Less accumulated 
depreciation and 
amortization 248,928 192,422 


$2,079,990 557,064 


NOTE 3: MORTGAGES AND NOTES 
PAYABLE 


These obligations are secured by certain fixed assets and 
commercial real estate and have final due dates of 
principal as follows: 


1969 7% to 10.85% $ 122,944 
1970 7% to15% 38,588 
Oa 10% to12% 247,761 
IV 6% to11% 166,337 
1973 7.5% to 11% 232,550 
1974 6% 106,283 
175 10% 34,842 
1978 Vou LONG. 00 151,114 
1983 ISS? 
1985 _ 30,000 
1988 8% to 8.5% 101,136 
1990 : 689,799 
1993 363,955 
2000 31,188 


$2,336,469 


Less current portion 239,160 
$2,097,309 


The maturity dates shown above reflect only the final 
due dates of the balances owing at December 31, 1968 
and do not reflect the required systematic repayment of 
principal. An amount due to an unconsolidated finance 
subsidiary of $128,253 is included in the year 1973 
above, of which $16,320 is included in current portion. 


NOTE 4: SECURED INCOME DEBENTURES 
— DUE 1978 


The secured income debentures are direct obligations of 
a subsidiary and are secured by certain assets of the 
subsidiary. Interest is payable annually based on earn- 
ings and is currently at the maximum annual rate of 6%. 
Principal repayment is required based on a percentage 
of the net proceeds from the sales of certain assets, and 
any unpaid principal shall be paid in instalments during 
the years 1974 through 1977. The holders of the deben- 
tures have agreed to exchange the debentures for 
$600,000 par value of preference shares with an annual 
dividend rate of 6%, plus cash for the balance of the 
debentures, subject only to shareholders’ approval of the 
authorization of the preference shares. 


NOTE 5: CAPITAL STOCK 


Pursuant to a by-law confirmed by Supplementary Let- 
ters Patent dated February 16, 1968, the authorized 
capital of the Company was increased by creating an 
additional 3,000,000 common shares without par value 
ranking on a parity with the then existing 2,000,000 
common shares. 


On July 5, 1968 a director of the Company exercised his 
option to purchase 25,000 common shares of the Com- 
pany at the price of $.90 per share. On May 21, 1968 
and August 21, 1968 two employees exercised their 
options to purchase, in total, 1,750 common shares of 
the Company at the price of $1.85 per share. At Decem- 
ber 31, 1968 no directors, officers or employees held 
options to purchase common shares of the Company. 


On March 29, 1968, 1,000,000 common shares of the 
Company were issued to the vendors of Meteor Securi- 
ties Limited pursuant to the purchase of all of the out- 
standing shares of Meteor Securities Limited as of 
October 31, 1967. For comparative purposes the balance 
sheet at December 31, 1967 has been restated to reflect 
the issuance of these common shares. 


During the year, 351,670 common shares of the Com- 
pany were issued upon conversion of $764,500 face 
amount of 614% Convertible Sinking Fund Debentures 
— Series A. The balance of $135,000 of the Debentures 
was redeemed for cash. 


During the year the Company issued $1,250,000 714% 
Convertible Subordinated Debentures for cash which 
were subsequently converted into 500,000 common 
shares of the Company. 


On June 15, 1968 the Company’s offer to acquire all of 
the issued and outstanding preference and common 
shares of Frontier Acceptance Corporation Limited was 
made on the following basis: (a) for each preference 
share of Frontier Acceptance Corporation Limited, 9 
common shares of the Company and warrants to pur- 
chase 3 common shares of the Company at a price of 
$3.00 a share until July 16, 1973; and (b) for each 
common share of Frontier Acceptance Corporation 
Limited, 214% common shares of the Company and a 
warrant to purchase 1 common share of the Company at 
$3.00 a share until July 16, 1973. Pursuant to the offer 
608,720 common shares of the Company and 235,604 
warrants were issued. Subsequently 400 common shares 
of the Company were issued upon exercise of warrants. 


Of the authorized and unissued common shares of the 
Company at December 31, 1968, 235,204 shares are 
reserved for Share Purchase Warrants — Series A (is- 
sued in connection with the acquisition of substantially 
all of the preference and common shares of Frontier 
Acceptance Corporation Limited) exercisable at. $3.00 a 
share on or before expiration date July 16, 1973; 50,000 
shares are reserved for Share Purchase Warrants — 
Series B (issued in connection with the 714% Con- 
vertible Subordinated Debentures) exercisable at $2.50 
a share until June 30, 1973, and thereafter at $3.50 a 
share until expiration date June 30, 1978; and 48,000 
shares are reserved for Share Purchase Warrants — 
Series C exercisable at $2.50 a share until expiration 
date December 15, 1977. 


Changes in Capital Stock during the year are summarized 
as follows: 


Number of 
Shares Amount 


Common shares outstanding 
beginning of year: 
As previously reported .. 
Common shares issued during 
the year and included in 
1967 restated amounts: 
Acquisition of Meteor 
Securities Limited .... 1,000,000 750,000 
Acquisition of Frontier 
Acceptance Corporation 
Limited (after deducting 
amounts included in 


1,435,500 $2,394,054 


retained earnings) ... 608,720 890,351 


3,044,220 $4,034,405 


Number of 
Shares Amount 


Additional common shares 
issued during the year: 
Conversion of 614% 
Convertible Sinking Fund 
Debentures — Series A . 351,670 687,637 
Conversion of 714% Con- 
vertible Subordinated 


DiebentureSmeseeaa er, 500,000 1,215,913 
Exercise of director and 
employee options ..... 26,750 25,/38 
Exercise of Share Purchase 
Warrants — SeriesA ... 400 17200 
Common shares outstanding 
CNGhOfAy Gat arey en sete, 3,923,040 $5,964,893 


NOTE 6: INCOME TAXES 


Certain operating subsidiaries have applied losses of 
prior years against current earnings to reduce income 
taxes otherwise payable for the year amounting to ap- 
proximately $320,000. These subsidiaries have accumu- 
lated losses of approximately $800,000 which may be 
applied to reduce their taxable incomes of certain future 
years. 


NOTE 7- LEASES 


Minimum annual rental costs under lease agreements 
which extend for more than five years from December 
31, 1968 aggregate approximately: 


WIGS sos gas $165,040 SITS fs Vaca $144,470 
NOOR eee ce 154,680 WSEAS) 3 PZT SITS, 
US YA erase es Ia S2e USO SS, I Ie, 
IWVZADIS . WoS2e IDES cmos s 82,550 
SES ee See 138,840 NOGA seer oteoe 72,100 
PSUS Ss agate x 137, IC PERSGS ero 38,100 
197655. ae 138,470 1986-1988 . 12,600 


NOTE 8: COMPENSATION OF DIRECTORS 
AND SENIOR OFFICERS 


Aggregate direct remuneration paid or payable by the 
Company and its subsidiaries whose financial statements 
are consolidated with those of the Company to the 
directors and senior officers of the Company was 
$128,359. 

Aggregate direct remuneration paid or payable to such 
directors and senior officers by the subsidiary whose 
financial statements are not consolidated with those of 
the Company was $34,600. 


NOTE 9: SUBSEQUENT EVENTS 


Subsequent to December 31, 1968 the Company 
acquired all of the issued and outstanding common 
shares of Middlesex Creamery Limited, Middlesex Red- 
dies Limited and Middlesex Investments Limited for 
cash and $1,000,000 face amount of unsecured convert- 
ible income debentures bearing interest at 512% per 
annum. The debentures are convertible into common 
shares of the Company at a price of $8.00 a share. The 
Company will reserve 125,000 of the authorized and un- 
issued common shares for conversion of the debentures. 


The holders of the debentures have agreed to exchange 
the debentures for $1,000,000 par value of convertible 
preference shares with an annual dividend rate of 542% 
and the same conversion privileges as the debentures, 
subject only to shareholders’ approval of the authoriza- 
tion of the preference shares. 
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& Middlesex Creamery Limited Cosmetics Limited 
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Frontier Acceptance Construction 
Corporation Limited Division 
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President 
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(Canada) Limited 


Cc. D. DESJARDINS 
Manager 
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STOCKS - BONDS 
CoMmMMODITIES 


RICHARDSON SECURITIES 


RESEARCH DEPARTMENT 


JAMES A. RICHARDSON GEORGE T. RICHARDSON Ch 


Price Range i Recent | Pe are Indicated P/E 
High Price --1967~——-1968(Est) Dividend Ratio* Yield 
54.35 $1.30 $4.00 meee Niles. 7.7. Nir 
* Based on.estimated eamings for 1968. ) 


- Asa result of a recent programme of acquisitions and a realignment 
of operations, the Company is now a profitable junior size conglom- 
erate. Its largest division is the Red Barn restaurant franchise for 
Canada. 


- Earnings for 1968 are estimated at approximately 20-25¢ per share 
and a substantial increase, to perhaps 50¢ per share, is visualized 


for 1969. 


- Capital is currently trading at 17.7 timesestimated earnings for 1968 
but only eight times estimated earnings for 1969. 


- We consider the stock attractive for investors seeking medium term 
capital appreciation and willing to accept the risks associated with 
volatile security. 


THE COMPANY Until last year, the Company was primarily a small developer of 
real estate in Ontario and Quebec. Through a subsidiary, 

Essex Cabinet Makers, the Company was also engaged in the manufacture of furniture. Late in 
1967 , Capital announced the acquisition of Meteor Securities Limited, a private company 
controlled by Mr. D. H. Swift, a successful London, Ontario automobile dealer. This deal 
was actually a "reverse takeover" as the principals of Meteor assumed control of Capital. 


Subsequently , management began selling off unprofitable operations 
and initiated a programme of acquisitions. Asa result of its corporate reorganization , 
Capital's operations may now be divided as follows: 


Sy, 2 
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THE INFORMATION AND OPINIONS PRESENTED ARE BELIEVED TO BE ACCURATE BUT ARE NOT GUARANTEED. THIS IS SENT TO U.S. RESIDENTS IN RESPONSE TO REQUESTS AND IS FOR INFORMATIONAL PURPOSES ONLY. 
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CONSTRUCTION This division builds single and multiple family dwellings , mainly 
DIVISION in the Windsor, Ontario area. Due to "tight" money the number 


of single unit starts during 1967 declined from 169 to 74. This 
year, however, the Company expects to build and sell approximately 100 units. The average 
price of these homes is about $40,000. In order to offset the slowdown in single unit sales, 
the Company has expanded its interests in the field of multiple unit dwellings. 


BUSINESS DEVELOPMENT _ This division is engaged in all forms of land and commercial 
DIVISION development in Ontario and Quebec. Several parcels of land are 
owned in downtown London and one parcel is owned in Brampton. 
Currently, the division has three major projects underway or to commence soon. These include 
the building of a 253 unit family housing project for the Ontario Housing Corporation in Windsor, 
the second stage of a two stage town house development in Amherstberg, and development 

of a $2.5 million office building in London. 


MANUFACTURING Essex is a small, Ottawa based, manufacturer of architecturally 
DIVISION (ESSEX designed cabinets and office furniture. Annual sales are estimated 
CABINET MAKERS) at approximately $600 ,000. Although bookings this year are ahead 


of 1968, deliveries have been slow due to the numerous strikes. 
Thus, we would expect little increase in Essex's earnings this year. 


FRONTIER ACCEPTANCE _ Frontier, a small but capably managed finance company, was 
DIVISION acquired by Capital earlier this year in exchange for just over 600 ,000 
=_ Ss SRAres and approximately 234,000 warrants, each to purchase one 
common share at $3.00 for five years. As well as diversifying the Company's interests and providing 
a stimulus to consolidated earnings, the acquisition is expected to provide much of the necessary 
financing for expansion of Capital's franchise operations which are discussed in the following section. 


RED BARN SYSTEM Just prior to its takeover by Capital, Meteor acquired exclusive 
(CANADA) LIMITED Canadian rights to the Red Barn system of fast-service restaurants 
for Canada. As of December 31, 1967, Red Barn had 11 units 
operating in Ontario, and under the master agreement, the Company is committed to open 

a minimum of 60 stores in Ontario during the next five years. Capital intends to expand 
throughout Canada by a series of sub-licensing agreements. It is believed that these agreements 
will be concluded shortly. 


The corporate franchise fast-food industry began in the United States 
about twenty years ago and has had an impressive growth record, particularly in the past ten 
years. The industry in Canada is still in its infancy and appears to have growth prospects of similar 
proportions to that witnessed in the United States. 


Each unit will be built by Capital at an average cost of $175 ,000 
per unit and leased to the franchisee. Income for Capital will be in the form of the initial franchise 
fee, lease payments and a percentage of gross revenue. The Company will open 11 units this 
year and plans call for a further 20 units next year. This includes only Capital's plans for Ontario 
and does not take into account any growth by way of sub-licensing agreements in other parts of 
Canada. 
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J & L VITAMINS AND Capital recently announced acquisition of J & L, a chain of health 
COSMETICS LIMITED and beauty aid stores in Southern Ontario. The Company was purchased 
for an undisclosed amount of cash. J & L currently operates a 
warehouse , eight company-owned stores, and five franchise stores. Annual volume is estimated 

at approximately $2.5 million. Management has indicated that it will aggressively expand J & L's 
operations over the next couple of years. | 


EARNINGS Because of the very dramatic changes in the organization of Capital, 

it is very difficult to estimate eamings over the next year or so. 
However, based on our assessment, we expect earnings for 1968 should be 20-25¢ per share versus 
one cent per share in 1967 and may rise next year to 50¢ per share or better. For the first six 
months of 1968, the Company reported earings of $260 ,000 or eight cents per share with Frontier 
consolidated on a pooling of interests basis. 


For 1968, we estimate 40% of Capital's income will be derived from 
the Red Bam franchise with an additional 10% accruing from J & L. These two operations will be 
the major impetus to eaming growth over the next year and may account for 70% of total income 


in 1969. 


OUTLOOK During the past year, as a result of its corporate reorganization, the 
Company has been transformed from a small real estate company into 

a much larger conglomerate whose major source of revenue is expected to stem from fast growing 
food and drug interests. The stock is currently trading at 17.7 times estimated earnings for 1968 

but only eight times projected earnings for 1969. It might be noted that our estimates give no weight 
to the possibility of further acquisitions. 


Although the stock has had a good move over the past year, we do not 
feel that the market has yet fully assessed the growth prospects of this company. Accordingly, we 
consider the stock attractive for investors seeking medium term appreciation and willing to accept 
the risks inherent in a volatile security. 


CAPITALIZATION (as at December 31, 1967) 


Long term debt 


6 1/4% Convertible Sinking Fund Debentures Series "A" $ 900,000 
Secured Income Debentures $ 838,314 
Common* 2,435 ,500 shares 


* Since year end the Company has issued to shareholders of Frontier Acceptance 610,330 shares 
and 234,795 warrants to purchase stock at $3.00 per share for five years. 
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REPORT TO SHAREHOLDERS 


On behalf of your Board of Directors, | am pleased to report on a very gratifying and 
profitable six month period of your Company’s operations. 

Management’s commitment to be expansion and profit oriented, is reflected in the 
Consolidated Balance Sheet and report on earnings for the six month period ended 
June 30, 1968. 

Inventories of non-revenue-producing assets, are being sold on a profitable basis, 
reducing certain overhead and at the same time producing cash that can be utilized 
in more profitable fields. 

Operating costs have been reduced wherever possible in all divisions, resulting in 
greater profitability. 

The finalizing of the purchase of Frontier Acceptance is an example of your 
Company’s expansion policy by way of acquisitions. Frontier strengthens manage- 
ment, financial resources and earning power. 

The purchase of J-L Vitamins and Cosmetics Limited, when completed, will 
bring further strength to the Company’s franchising concept, along with manage- 
ment and earning power. 


EARNINGS 


Net profit, after deducting preferred dividends of $6,148, was $260,041 or $.08 per 
share compared with $.02 per share in 1967. This was on a pooling-of-interest basis 
with Frontier. 


FINANCIAL POSITION 


As shown on the Unaudited Consolidated Pro-Forma Balance Sheet, your Company’s 
Shareholders’ Equity has increased by slightly over $3,300,000 and there is a 
positive bank cash position of $114,800. The proceeds of the $1,250,000, 742% 
Convertible Subordinated Debentures have been received, placing the Company in 
a very strong financial position for its planned expansion. 


OPERATIONS 
The following is a brief report on all operating divisions. 


CONSTRUCTION DIVISION 

A steady pace of single and multiple family units is being maintained but single 
family units are now of the semi-custom type catering to the middle and higher 
income market. 

Average gross per house is substantially improved over previous years and the 
operation continues to be profitable. 

Your Company expects to meet its projection of building and selling 100 homes 
during 1968, as well as completing the second stage of a town house development in 
Amherstburg, Ontario. 

Inventory carry-over at year end is expected to be minimal due to a good demand 
for the product of your Company in the Windsor area. 

The number of housing starts is down from previous years in keeping with 
the Company’s new policy of building semi-custom, higher-priced homes. 


BUSINESS DEVELOPMENT DIVISION 

This division has been active in disposing of non-revenue-producing assets, particu- 
larly land which in the opinion of management could not be utilized in development 
during the next two years. 

The second stage of the Amherstburg town house development has now been 
turned over to the Construction Division for completion. 

Several parcels of land have been serviced and sold to other builders on a 
profitable basis. 

The Ontario Housing Corporation project in Windsor has been delayed due to 
a site servicing difficulty which is expected to be resolved shortly, allowing the 
project to proceed. 

An office building development in downtown London has also been temporarily 
held up due to a delay in obtaining land possession and is now expected to com- 
mence in September of 1968. 


RED BARN DIVISION 
Sales for the first half are well ahead of projections with stores erected before 1968 
showing overall increases of 15%. 

New stores opened in Oshawa, Ottawa and Hamilton have been enthusiastically 
received by the public and sales in these units have also exceeded projections. 

Management projected a total of 10 units during 1968 and this target is now 
attainable with all sites acquired and further openings planned for Ottawa, Hamil- 
ton, London, Windsor, Kingston and Waterloo by year end. 

Real estate activity for this division is now being directed toward 1969 require- 
ments. 

Franchise applications exceed the number of units for which sites have been 
purchased. 


MANUFACTURING DIVISION — ESSEX CABINET MAKERS, OTTAWA 


Production for the first six months of 1968, while slightly below the same period for 
1967 will increase substantially during the second half. Firm orders on hand now 
total in excess of $600,000 which exceeds the total production for last year. 

These orders will be produced during the last six months of 1968 and the first 
three months of 1969. 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
The acquisition of Frontier has now been finalized as mentioned in the statement 
of earnings. 

The addition of Frontier’s earnings and management strength to the Capital 
family of companies is welcomed by management and is expected to produce 
additional benefits as the Capital expansion program is developed. 


OUTLOOK 
As previously stated, your Company is in a strong financial position. Our 1968 
program for all divisions appears to be readily attainable and the management 
team is well co-ordinated to accept further expansion challenges and the integra- 
tion of additional selected acquisitions. The balance of 1968 looks very promising 
indeed. 

Respectfully submitted on behalf of the Board of Directors. 


D. H. Swift 
President 


CAPITAL BUILDING INDUSTRIES LIMITED 


UNAUDITED CONSOLIDATED BALANCE SHEET 


ASSETS 


Current 
5 rt—i‘OONOOO(iNOwOwwUwUssG 
Accounts receivable 
Mortgage draws receivable 
Realestateinventoyy . .—«—s«_c:c—s*izskésé<sc é(leCiéOCW 


Land & improvements not yet utilized in con- 
struction — at lower of cost or net realiz- 
able vaiue.—.—si“(i“‘aé(a(é‘i‘<é‘(a‘ ia‘ i‘é‘i‘éC‘<a<é;<;aiéi‘i‘(i‘SOéiCOCCOCitC 


Inventory of millwork materials — at lower 
of costornetrealizable value §— |... 


Investments 

Commercial land and apartment sites __.. 

Mortgages and notes receivable — non- 
eligese eeaqtse = 

Equity in and advances to affiliated 
companies 

Investment in unconsolidated finance sub- 
sidiary — at equity in net assets... 


Fixed 
Land, buildings, equipment and leasehold 
improvements — at cost 
Less accumulated depreciation and 
amortization .§§.—«=séscti-irscCé=.’_—i<wisisayeCO 


Other 
Organization, financing expenses and deferred 
charges, less accumulated amortization. . 
Cost of Red Barn franchise and excess of 
cost of shares of a subsidiary over equity 
acauired therein |... =... 


June 30, 
1968 Actual 
Pro-Forma June 30, June 30, 
(See Notes) 1968 1967 
$ 114,800 
355,885 $ 355,885 $ 303,593 
110,978 110,978 229,053 
626,253 626,253 1,038,858 
1,237,424 1,237,424 1,448,122 
56,336 55,336 56,650 
447,045 447,045 518,387 
$2,948,721 $2,833,921 $3,594,663 
$1,990,547 $1,990,547 $ 114313 
345,242 345,242 336,639 
182,296 182,296 177,078 
1,483,670 
$4,001,755 $2,518,085 $ 628,030 
$1,334,686 $1,334,686 $ 160512 
213,420 213,420 66,674 
$1,121,266 $1,121,266 $ 93,838 
$ 185,212 $ 136.212 $ 88321 
960,437 960,437 
$1,146,649 $1,096,649 $ 88,321 
$9,218,391 $7,569,921 


$4,404,852 


LIABILITIES AND June 30, Actual 
SHAREHOLDERS’ EQUITY 1968 
Pro-Forma June 30, June 30, 
Current (See Notes) 1968 1967 
(Note 5) 
Bank indebtedness — partially secured __. $1,085,200  $ 920,209 
Accounts payable and accrued liabilities | $ 555,957 555,957 498,312 
Income taxes payable  .§§§.=s«saczc:éss—tisi itt (5,218) (5,218) 19,142 
Mortgages payable and balances owing on 
agreements ofsaqie.—s— twtr lw 205,827 205,827 6/2,322 
Current portionoflongtermdebt ...._.. 119,402 119,402 105,000 
$ 875,968 $1,961,168 $2,214,985 
Long-Term — Non-Current Portion 
Mortgages and other secured debt... $1,620,894 $1,620,894 S 3597/6 
Secured Income Debentures — due 1978 _. 835,621 835,621 
644% Convertible Sinking Fund Debenture 
Series A— due 1977 (Note3) ............ 583,500 900,000 
7¥2% Convertible Subordinated Debentures 
Guei9/3(Noe2) =. 1,250,000 
$3,706,915 $3,040,015 $ 935,976 
Shareholders’ Equity 
Capital Stock: 
Authorized — 5,000,000 shares without par 
value 
Issued — June 30, 1968; 
Pro Forma — 3,447,043 shares 
(Notesié3).._:—=as«é«sucs‘i‘C i‘i‘iy((NR.CCC $4,931,079 
Actual —25/6590snaeres ._—s.iCdiziséj $3,450,366 
June 30, 1967: 1,385,500shares...._.... $2,349,054 
Lie 0rrrr—“—sisrrrs—si—rsCszszéYSC‘SC (‘C;NCOCdisiiCN (295,171) (881,628) (1,095,163) 
$4,635,908 $2,568,738 $1,253,891 
$9,218,391 $7,569,921 $4,404,852 


CAPITAL BUILDING INDUSTRIES LIMITED 
UNAUDITED CONSOLIDATED STATEMENT OF 
SOURCE AND APPLICATION OF FUNDS 


Six Months Ended June 30 


1968 (Note 5) 
Pro-Forma 1968 1967 


(See Notes) Actual Actual 
Funds were obtained from: 
Net earnings forthe period ............... $ 260,041 $ 260,041 $ 48,234 
Add charges to earnings not requiring cash 
expenditures: 
Depreciation -eeton i eee ee 28,400 28,400 6,179 
Amortization of financing expense ...... 4,028 4,028 4,028 


$ 292,469 $ 292,469 $ 58,441 


Less net earnings of unconsolidated finance 


SUDSICIQNV 5 hn Sete ees oe, Oe 67,419 67,419 76,667 
Total funds obtained from earnings 
(GOTICIL CMa tn Pe $ 225,050 $ 225,050" {$- 18.226) 

Mortgages & notes receivable, properties & 

other investments (net) ................ 41,776 41,776 66,727 
Increase in long-term debt after deducting 

costof issuance: fu... cae ee eee 1,184,806 
Sales of common shares under employee 

StOCK: Option 2... a 2,312 2,312 
Mortgages: payable’... 2. 225 e ee 153,687 153,687 
Sale of fixed assets (net of additions) ...... 35,874 


Total funds obtained $1,607,631 $ 422,825 $ 84,375 


Funds were applied to: 
Acquisition of fixed assets (net of sales) ... $ 592,602 $ 592,602 


Reduction of long-term debt (net) ......... 15,194 $ 101,080 
Loss on disposal of revalued equipment ... 46,060 
Other oe eh ae ee 12,495 12,495 1,350 


Total funds applied $ 605,097  $ 620,291 $ 148,490 
Increase (decrease) in working capital ... $1,002,534 ($ 197,466) ($ 64,115) 


CAPITAL BUILDING INDUSTRIES LIMITED 


UNAUDITED CONSOLIDATED STATEMENT OF EARNINGS 
Six Months Ended 


June 30, 
(Note 5) 
1968 1967 
es PE uh gc eek, ul $1,606,431 $2,812,024 
re ee Ee oc a 1,335,198 2,555,548 
So 27 lieos $ 256,476 
Add: 
Other income, including franchise operations —ss—siéits 430,666 31,609 
Net earnings of unconsolidated finance subsidiary _.. 67,419 76,667 
$ 769,318 $ 364,752 
Deduct: 
Selling, general and administrative expenses... ss $ 396,446 $ 275,061 
MuebemrelOne-terin) GEDt... oie vc ve ee ev ee 86,303 31,250 
RON Uh We a le two wes 28,400 6,179 
Amortization of financing expense..................... 4,028 4,028 
fae tome VA $ 316,518 
Siccoaple | $ 48,234 
Gain on purchase and cancellation of Company debentures 5,900 — 
NET EARNINGS $ 260,041 $ 48,234 
Benearmings percommonshare..............5 4.6.005.. $.08 $.02 


NOTES TO UNAUDITED CONSOLIDATED BALANCE SHEET, 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS, 
AND STATEMENT OF EARNINGS 


The attached statements at June 30, 1968 have been prepared based on the following: 


n. 


The acquisition in July, 1968 of all of the outstanding preference and common shares of 
Frontier Acceptance Corporation Limited and the accounting for the acquisition on a 
pooling-of-interest basis. 

The issuance for cash on July 26, 1968 of $1,250,000, 742% Convertible Subordinated De- 
bentures of Capital Building Industries Limited and the application of part of the proceeds 
to retire bank indebtedness. 

The conversion of $583,500, 644% Convertible Sinking Fund Debentures Series A, which 
have been called for redemption, into common shares. 

Warrants and convertible securities outstanding grant to the holders thereof rights to 
purchase or convert into a total of 832,795 common shares at prices from $2.50 to $3.00 a 
share, which shares are not included in the pro-forma outstanding shares. 

The statement for the six months ended June 30, 1967 has been restated to include the 
earnings of Frontier Acceptance Corporation Limited, which was acquired in July, 1968 on 
a pooling-of-interest basis. 


4 


